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Town Accountant’s Recommended
FY18 Revenues

Summary of Revenues — The total FY18 estimated revenues for general government will be
$92.3 million, a 1.7% increase from FY17. Note that without the use of Free Cash in either year
revenues are projected to increase 3.0% to $91.2 million. FINCOM allowed $1.1 million in Free
Cash to be used to balance the FY18 budget.

Between 1982 (the beginning on Proposition 2Y%) and 2009 statewide municipal revenue growth
averaged 5.2% annually, according to the Massachusetts Taxpayers Foundation (MTF) in a
report issued in December 2015. Reading has historically lagged these statewide figures, for two
significant reasons. First, there is not much land left to develop — either for commercial or
residential purposes. According to the MTF, Reading derives 60.5% of annual revenue
(including the Enterprise Funds) from the tax levy, a figure that is well below the Peer
Communities average of 66.6%. Second, state aid in real terms is down 50% since 2001
according to the Massachusetts Budget & Policy Center. Reading today derives 13.5% of annual
revenues (including the Enterprise Funds) from state aid, a figure higher than the 11.0% average
of Peer Communities, so this real decline in state aid has impacted Reading more than most
communities. In large part this is due to the fact that Reading has an above average amount of
students.

Property Taxes — The FY 2018 tax levy includes a 2.5% increase over the combined FY 2017
tax levy plus new growth. As the next table shows, recent new growth has trended higher (5yr
average $759k and 10yr average $614k). We are conservatively estimating $500,000 in next
year’s new growth as known development projects are nearly complete, and pending ones are not
yet permitted. The town’s economic development efforts are modestly forecast to improve new

growth starting in FY20.

Actual New Growth (5 000s)

FY17 |FY16 |FY15 |FY14 |[FY13 |FYI12 |FYll |(FY10 |FY09 |FY08

717 912 844 741 579 325 363 553 556 549

The assessor’s overlay account was increased to $695,816 in FY18. This amount is set aside for
the Board of Assessors to handle abatements and exemptions. The actual amount may vary from
the budgeted amount when the final calculation of the tax rate is made by the Town Accountant
in November 2017. If the overlay account is not used for abatements, it is released to Free Cash.
(See” Operating transfers/Available Funds” below.)

Intergovernmental Revenue — The final figure for State Aid for FY18 is still unknown at this
point. In January 2017 the Governor released a budget that would increase state aid by only
+0.9% for Reading, continuing a very disappointing trend.

Local Revenues from sources other than property taxes —

Local revenues are volatile and difficult to project. In recent history they have ranged from a
slight decrease to a strong +8% increase annually. A forecast of +6.3% for FY18 has been
budgeted as recent years have shown above average increases in motor vehicle excise taxes most
likely attributable to new housing developments in town.
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Town Accountant’s Recommended
FY18 Revenues

MOTOR VEHICLE EXCISE — This revenue source is especially difficult to forecast, as we have
been both over and under budget by $100,000+ in recent years, although the average has been in
line. For next year we forecast a 7.8% increase to $3.65 million as collections for motor vehicle
excise have been trending up and have been over budget over the last five years.

CHARGES FOR SERVICES — A forecast of +4.2% to $1.85 million

INTEREST — The town earns interest on the cash it is holding until it has to pay the bills.
Sometimes the Town holds large cash balances for temporary purposes (such as the Library
construction project) and we are careful to only budget recurring interest revenues. Rates remain
very low, so a forecast of $180,000 for FY18 is in line with the current year.

Operating Transfers/Available Funds — The amount of money available from cemetery sale of
lots has remained constant. The earnings distribution from the Light Department has been
increased 1.0% based on the CPI through December 2016. The Board of Assessors released
$300,000 from the overlay surplus last year and is again planning on releasing $400,000 for use
inFY18.

A figure of $1.1 million is being used from Free Cash in order to balance the FY2018 budget.
The Chart below shows an updated Free Cash balance estimate, which excludes any regeneration
that might occur as FY17 is closed out and any capital projects being considered this spring.
Recent regeneration suggests that between $0.75 and $1.25 million would be added, although
Annual Town Meeting may use some of that surplus in FY17 to balance other current year
deficits. Figures are shown in (000s):
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Town Accountant's

FY18 Budget Summary
Town of R_e'a_air_lg
Budget Summary One Yr One Yr One Yr One Yr One Yr
32317 8:56 AM Current  Changes| Projected Changes| Projected Changes| Projected Changes| Projected Changes
B Y17 FY18 EY18 EY19 EYi9 EY20 EY20 Ev21 EY21

Revenues -

Total Property Taxes 64200915  37%| 66200547  3.1%| 68,241,672  31%| 70382306  3.1%| 72615002  3.2%
Total Other Local Revenue] 6615000  4.0%| 7.030,000  63%| 7,260000  3.3%| 7515000  35%| 7770000  3.4%
Total Intergovi RevenuesJ 13865000  19%| 13993931  09%| 14343779  25%| 14702374  25%| 15069933  25%
Tolal Transfers & Available 3868490  24%| 3954847  22%| 3,996907  1.1%| 4014421  04%| 4034611 05%

Revs before Free Cash] § 86,549,405 3.3%| $91,179,425 _ 2.07%] $93,642,358  2.92%|$ 96614101 2.95%|§ 99,489,547 2.98%
Free Gash 2150000 -23%] 1,200,000 442%| 1,000,000 -16.7%| _ 1,000000 _ 0.0%| 1000000  00%
Net Available Revenues| $90,699,405  3.2%) $92,379,425  1.85%| $94,842,358  2.67%| § 97,614,101  2.92%| § 100,489,547  2.95%
Accommodated Costs

Benefils 15.813.500  57%| 16,496,047  4.3%| 17542704  6.3%| 18660899  6.4%| 19855698  64%
Capital 2220000 -202%| 2259400  1.8%| 2727000 207%| 2805100  29%| 2942000  49%
Debt 4900000  86%| 5057915  32%| 4668558  7.7%| 4780239  24%| 4661358  -25%
Energy 1063946  64.3%| 1989950  1.3%| 2085848  48%| 2186432  48%| 229194  48%
Financial 831,000 -13.4% 840,000  1.1% 869600  35% 900,533  36% 932,861  36%
Education - Outof district | 4427314  3.4%| 4033670  -23%| 4235354  50%| 4447121  50%| 4669477  5.0%
Education - Vocational 384,350  -21.6% 85000 04%| 405300  50% 425565  50% 446844  50%
Miscellaneous 3043450  34%| 3173925  43%] 3270631 30%| 3360368  30%| 3470196  3.0%
Accommodated Costs | §33,283,260  4.1%) $34,236907  2.9%] $35804934  46%|$ 37,575258  4.9%[$ 39,270,368 4.5%
Operating Costs $ 44519 $ 24,501 $  (5745) $ 2,701
[Municipal Govt Operaling | 19,420,362 341%| 19,708,476  1.25%| 20053374  175%| 20404309 175%| 20,802,193  1.95%
adjusiments 44,800

adjustments {EF+RF) 1008822 15.35%| 1001432  1.25%| 1039307 475%|  1,057495 1.75%| 1078116  1.95%
TOTAL Muni Govt OPER|[ 20473984 | 4.47%| 20,728908] 1.25%] 21,092,682 1.75%| 21,461,804  1.75%| 21,680,309 1.95%
Schoo! Operating 36,570,352 341%| 37,067,981 1.25%| 37,920,181  148%| 38583784  175%] 39,336,168  1.95%
adjustments 40,000 300,010
TOTAL School OPER 3,610,352] 3.52%| 37,067,991] 207%| 37,920,181  1.48%| 38583784  1.75%| 39336168  1.85%
Operating Budgets $57,084,335  3.75%)| $ 58,097,809 1.76%| $59,012,863  1.57%| § 60,045588  1.75%|$§ 61216477  1.95%
Municipal Gov't Operatin 3587% 35.58% 35.74% 35.74% 35.74%

School Operating 64.13% 54.32% 64.26% 64.26% 64.26%

TOTAL SPENDING $90,367,505  3.9%) $92,334,807  2.2%| $94,817,857  2.7%[§ 97.620.846  3.0%) § 100486845  2.9%
Muni Govt OPER $ 20,473,984 $20,720908  1.25%| $21,002682  1.75%| 5 21461804  1.75%|$ 21,880,309  1.95%
Muni Govt ACCOM § 50130086 $ 5,151,450 274%|$ 52356003 3.97%|5 5568348 3.96%|$ 5788557 3.95%
Muni Govt TOTAL $ 25,487,870 §258681,358  1.56%| $ 26,448,774  2.19%|$ 27,030,452  2.20%|$ 27,668,866 = 2.36%
Schoo! OPER $ 36,610,352 $37,367,991  207%| $37,920,181  1.48%|S 38583784  1.75%|$ 30,336,168  1.95%
School ACCOM § 4,127,314 § 4033670 -227%|S 4,235,354 . 500%|3 4447121 5.00%|$ 4669477 5.00%
Schoal TOTAL § 40,737,666 $41401661  1.63%} $42,155534  1.82%]| § 43,030,905 2.08%|$ 44005645 2.27%

38




Town Accountant's

FY18 Budget Summary
Town of Reading One Yr One Yr One Yr One Yr One Yr
Revenues - Details. Changes Changes| Projected Changes| Projected Changes| Projected |Changes]
323117 B:56 AM EY17 EY17 EY18 EY18 FY19 FY13 EY20 EY20 Y21 Y21
Property Taxes
Tax levy (within levy limit) | 61,149,480 41%] 63412782 3.7%| 65510601 33%| 67,660,866 33%| 69,916,138 3.3%
New Growth ; 716,648 -21.5% 800,000 -30.2% 500,000 0.0% 550,000  10.0% 600,000 9.1%
Tax levy (debt exclusian) 3,013,632 2.7%] 2983582 0% 2,944,282 -1.3% 2,902,482 -1.4% 2,848,152 -1.9%
Abalemenis and_exemptiun {678,845) 25% {695,816) ﬂ'_/g (713.211) 25% {731,042} 25%| (749,318} 2.5%
Total Property Taxes 54'200& 3.7%| 66,200,547 3.1%| 68,241,672 3.1%| 70,382,306 3.1%|] 72,615,002 3.2%
_— s
Other Local Revenues
Motor Vehicle Excise 3,365,000 42%| 3,650,000 7.8%] 3,800,000 41% 3,950,000 39% 4,100,000 18%
Meals Tax 350,000 0.0% 375,000 71% 380,000 1.3% 385,000 1.3% 390,000 1.3%
Penaltiesfinierest on laxes 225000 125% 230,000 22% 235,000 22% 240,000 2.1% 245,000 21%
Payments in lieu of taxes 340,000 1.5% 345,000 1.5% 350,000 14% 355,000 1.4% 360,000 1.4%
Charges for services 1,775,000 44%| 1,850,000 42%¢ 1,900,000 27% 1,975,000 3.9% 2,050,000 3.8%
Licenses & permils 160,000 6.7% 165,000 3% 170,000 3.0% 175,000 2.9% 180,000 2.9%
Fines 105,000 24% 110,000 48% 115,000 45% 120,000 4.3% 125,000 4.2%
Interest Eamnings 175,000 0.0% 180,000 29% 185,000 2.8% 190,000 2.7% 195,000 2.6%
Medicald Reimbursement 100,000 0.0% 125,000  25.0% 125,000 0.0% 125,000 0.0% 125,000 0.0%
Total Other Loca! Reveny 6,615,000 4.0% 7,030i000 6.3% 7,2605000 1.3% 7,51 5% 15% 7,770,000 3.4%
Intergovernmental Revenue
13,865,000 1.9%]| 13,993,931 0.9%] 14,343,779 25% 14,702,374 2.5% 15,089,933 2.5%
13953931 09%| 14343779 2.5%| 14,702,374 2.5%| 15069933 | 2.5%
L SRt
Operating Transfers and Available Funds
Cemetery sala of lots 25,000 0.0% 25,000 0.0% 25,000 0.0% 25,000 0.0% 25,000 0.0%
Sale of real estate funds 50000 -50.0% 0 0.0% 0 0.0% 0 0.0% 0 0.0%
RMLD payment 2,384,668 0.2%| 2,408,515 10%| 2,432,600 1.0% 2,456,926 1.0% 2,481,495 1.0%
IEnlerprise Fund Support 1,008,822 153%] 1,021,432 1.3%| 1,039,307 1.8% 1,057,485 1.8% 1,078,116 20%
School Revolving Funds 100,000 0.0% 100,000 0.0% 100,000 0.0% 100,000 0.0% 100,000 0.0%
QOverlay surplus 300,000 0.0% 400,000  33% 400,000 0.0% 375,000 £.3% 350000 | -6.7%)
Total Transfers & Avallahl 3,868,430 2.4%| 3,954,947 2.2%) 3,996,907 1.1% 4014421 0.4% 4,034,611 0.5%
OPERATING REVENUES]| 88,549,405  3.3M%] 91,179,425  2.87%| 93,842,358 292%] 96,614,101 295%| 99,489,547 | 2.98%
Free Cash & Savings 2,150,000 -2.26%] 1,200,000 -4419%| 1,000,000 1,000,000 1,000,000
TOTAL REVENUES 90,699,405  3.20%| 92379425  1.85%| 94842358  267% 97,614,101 2.92%
) FEa i Ty
ity
Acc: Costs mmary, One Yr One¥Yr One Yr One Yr One Yr
3123117 8:56 A Changes| Changes| Projected Changes| Projected Changes| Projected |Changes
Fy7  Fy7 | Fvis Fvis | Pyt Fvig | P20 Eva0 | EYA | Ev2t
Benefits 15,813,500 57% 16,595.047 43%| 17,542,704 6.3%| 18,660,899 6.4%| 19,855,698 6.4%
Capital 2,220,000 | -23.2%1 2,258,400 2,727,000 2,805,100 2,942,000
Debt 4,900,000 8.6%| 5,057,915 268%] 4,668,558 1=T'/: 4,780,239 2.6% 4,661,358 0.2%
Energy 1,963,946 64.3%| 1,989,950 13%| 2,085,846 4.8% 2,186,432 4.8% 2,291,934 4.8%
Flnancial 831,000 -134% 840,000 1.1% 869,600 35% 900,533 36% 932,861 3.6%
Education - Out of distr 4,127,314 3.1%| 4,033670 23%| 4235354 5.0% 4447121 50% 4,669,477 50%
Education - Vocational 384,350 -21.6% 386,000 0.4% 405,300 5.0% 425,565 50% 446,844 5.0%
Miscellaneous 3,043,150 31% 3‘173,925 4.3% 1_3.270.631 3.% _3,369.36_8 _3(l$§ 3,470,196 | - 3_.(&’0_
TAL Accomm. COS] — 41%) $34,236907  2.9%|$:35,804 4.5%|$ 37,515258 . 4.9%|'$ 39,21 - A5%
lmﬁﬁ:@m&ﬁ@“ﬁm : N
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Town Accountant's

FY18 Budget Summary
Town of Reading One Yr One Yr One Yr QOne Yr One Yr
Acc. Costs - Details Changes Changes| Projected Changes| Projected Changes| Projected Changes|
EY17 EY17 EY18 FY18 EY19 EY19 FY20 EY20 Ev21 B
Contributory Retirement 3,673,000 44%) 3,731,547 1.68%| 3899467 4.5% 4,074,943 4.5% 4,258,315 4.5%
OBRA fees & OPEB study 25000  25.0% 50,000 100.0% 50,000 0.0% 50,000 0.0% 50,000  0.0%
OPEB contribution 500,000 0.0% 500,000 0.0% 500,000 0.0% 500,000 0.0% 500,000  0.0%
Warkers Compensation 300,000 14.3% 309,000 30% 324,450 5.0% 340,673 5.0% 357,706 5.0%
Unemployment Benefils 100,000 0.0% 140,000 400% 143,500 2.5% 147,088 2.5% 150,765 2.5%
Group Heaith / Life Ins. 10,360,500 6.1%{ 10,870,500 49%| 11,685,788 75%| 12,562,222 7.5%| 13,504,388 7.5%
Medicare / Social Security 755,000 4.1% 790,000 46% 829,500 5.0% 870,975 5.0% 914,524 5.0%
Police / Fire Indemnificatior 100,000 25.0% 105,000 5.0% 110,000 4.8% 115,000 4.5% 120,000 4.3%
Acc. Costs - Benefits $ 15,813,500 5.7%} $ 16,496,047 4.3%] $ 17,542,704 6.3%| § 18,660,899 6.4%| $§ 19,855,698 6.4%
5% of net avaitable revs 4,276,769 4,409,792 4,544,904 4,685,581 4,832,068
lass debt {net, inside jevy) | {1,686,368) (2,060,233) (1,711,951) (1,867,232) {1,804,426)
Available for cash capital 2,390,421 2,349,558 2,832,953 2,818,349 3,027,642
Temp shifl to OPERATING| (170,421} {90,159) {105,953 {13,249) (85,642
Acc. Costs - Capital § 2220000 -23.2%}$ 2,259,400 18%]§ 2,727,000 20.7%|§ 2,805,100 29%| % 2,942,000 4.9%
Debt Service - Principal 3,745,000  18.9%f 3,960,000 57%| 3715000 62% 3,915,000 5.4% 3,945,000 0.8%
Debt Service - Interest 1,155,000 -15.2%} 1,083815 6.2% 941,233  -13.2% 854,714 9.2% 707,608 -17.2%
Excluded debt| (3,013,632) 27%] (2,983,582) -1.0%] (2.944.282) -1.3% (2902482 -1.4% (2,848,182} -1.9%
Total Included Debt $ 1,886,368 19.6%|% 2,060,233 9.2%] $ 1.711,951 -169%|§ 1,867,232 9.1%|5 1804426 -3.4%
Premiums for general fund $ 14100 § 12325 -126%|% 10,525 -146%) $ 8750 -16.9%
Acc. Costs -Debt $ 4,800,000 B.6%] $ 5057915 3.2%] § 4,668,558 -1.7%| § 4,780,233 24%|$ 4,661,358 -2.5%
Street Lighting (DPW) 180,000 29% 180,000 0.0% 185,400 30% 190,962 3.0% 196,691 3.0%
Electricty (FacCORE) 805,625 845,325 4.9% 887,591 5.0% 931,971 5.0% 978,569 5.0%
Natl Gas {FacCORE) 556,846 626,775 5.0% 658,114 5.0% 691,019 5.0% 725,570 5.0%
Water/Sewer (FacCORE) 126,475 132,850 50% 139,493 5.0% 146,467 5.0% 153,790 5.0%
Fuel - vehicles {DPW) 255,000 2.0% 205,000 -196% 215,250 5.0% 226,013 5.0% 237,313 5.0%
Acc. Costs - En $ 1,963,946 4.8%) $ 1,989,950 1.3%] § 2,085848 48%|§ 2,186,432 4.8%|§ 229193 4.8%
Casualty Ins (AD SVC) 445,000 2.3% 445,000 0.0% 467,250 50% 490,613 5.0% 515,143 50%
Vel's Assistance {PUB SV 236,000 49% 245,000 38% 252,350 3.0% 259,821 3.0% 267,718 3.0%
|FINCOM Reserve Fund 150,000  -50.0% 150,000 0.0% 150,000 0.0%) 150,000 0.0% 150,000 0.0%)
Acc, Costs - Financial | § 831,000 -13.4%|$§ 640,000 1.1%] § 969,600 35%|$ 900,533 6% § 932861 6%
SPED transp Q0D (Sch) 995,913 5.0%| 1,017,000 20%| 1,067,850 50% 1,121,243 50% 1177305  50%
SPED tuition OOD (Sch) 4,173,978 41%| 4036175  -33%| 4,237,984 50% 4,449,883 5.0% 46723717 5.0%
ISPED offsets OOD (Sch) | (1.043,577)  9.5%| (1,019505) -23%| (1,070480)  50%) (1.124.004) 50%] (1.180.204) 5.0%
Acc. Costs - 00D SPED | § 4,127,314 3.1%] § 4,033,670 2.3%] § 4,235354 50%]§ 4447121 5.0%|§ 4,669.477 5.0%
Voc School - NERMVS 257,100 6.5% 259,650 1.0% 272,633 50% 286,264 5.0% 300,578 5.0%
Voc School - Minute Man 83,750 41.8% 87,950 5.0% 92,348 5.0% 96,965 5.0% 101,813 5.0%
Voc Schoo! - Essex North 43,500 --58.6% 3B400  -11.7% 40,320 5.0% 42,336 5.0% 44,453 5.0%
Acc, Costs - Vocational |§ 384350 -21.6%|$ 386,000 0.4%| $ 405,300 50%|§ 425565 5.0%|§ 446844 5.0%
Rubbish (DPW} 1550000  4.2%| 1,596,500 30%] 1,644,395 30% 1,693,727 0% 1,744,539 30%
Snow and lce Control (DPY 625,000 0.0% 625,000 0.0% 650,000 40% 675,000 38% 700000 37%
642,750 702,425 9.3% 719,986 25% 737,985 25% 756,435  2.5%
225,400 250,000 10.9% 256,250 25% 6265  25% 269,223 2.5%
$ 3,043,150 4.3%) § 3,270,631 $ 3,470,196 3.0%
R e . T | [ s 5T Mt ]
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Town Manager’s FY18 Budget Message

+1.25% FY18 Operating Budget
Police officer eliminated for first time since early 1990s
Firefighter eliminated for first time since early 1990s
Public Library reducing hours of service to the public
Pleasant Street Center reducing hours of service to the public
Other cuts made to balance the town budget

The following document constitutes the Town Manager’s recommended Fiscal Year 2018
Budget for the Town of Reading, beginning July 1, 2017. As was mentioned a year ago, this
budget will result in more noticeable changes in both the quantity and quality of town services,
coming on the heels of the voters’ rejection of a Proposition 2} Override in October 2016,

For about six months leading up to the Override vote, the town and schools conducted public
Community Listening Sessions, where we listened to residents and explained that the top
concern was employee staffing and morale. On the town side we spoke of the need to eliminate
about 8-9 FTE (full-time equivalent) town positions if we had no Free Cash to use in FY18.

After the Override failed, FINCOM voted to allow some Free Cash that effectively reduced the
need for cuts on the town side to 5 FTEs.

Ten or more years ago the town used no Free Cash to balance the annual budget. On the other
hand, some expenditure lines — such as health insurance premiums and DPW equipment repairs
— always needed significant additional funding during the end of each fiscal year. Over time
that budget practice evolved to more accurate estimate of costs, a more realistic recognition of
revenues, and the annual use of some Free Cash. The latter practice was argued as responsible
because each year some Free Cash was ‘regenerated’ — by spending less than was budgeted
and/or enjoying revenues larger than was forecast. At first that reliable annual regeneration
amount was $0.5 million, and gradually grew to about $1.0 million. Actual regeneration has
been both lower and higher than those figures — quite high occasionally due to a confluence of
several one-time events. However due to the annual stress on the operating budgets of the
Town and Schools in recent years, combined with very healthy levels of Free Cash, the
FINCOM suggested and Town Meeting approved usage of as much as $2 million to fund the
annual operating budget.

After the Override failed, FINCOM agreed that the amount used annually to support operating
budgets needed to drop back closer to the $1 million level, especially after they agreed to use
over $2 million from Free Cash to help settle $6 million of High School construction litigation.
Thus budget cuts in FY'18 must first close almost 2 $1 million funding gap from the ‘loss’ of
Free Cash, and then close the annual budget gap caused by the mismatch in Shared Costs and
Revenues. As I have noted in this space for a few years, for what it’s worth, I concur with
FINCOM’s recommendation that the annual use of Free Cash be at or near the $1 million
annual figure (it is $1.2 million in FY18), with additional reserves then available for
unexpected expenses during the year or shortfalls in revenues.




Budgeting on the town side has very much been a long-term planning exercise for many years.
Reductions began several years ago at Town Hall as positions were reduced in hours,
regionalized with other communities and combined with other internal positions. Every
retirement or unplanned staff departure was seen as an opportunity to redesign the position.
Sometimes we need to redesign the redesign. In some cases the position was left vacant
(providing future town and school budgets more Free Cash at year end) and then eliminated as
needed in order to avoid layoffs and maintain employee morale. These reductions impacted
Administrative Services, Public Services (quite notably), Finance and some portions of Public
Works. When funds were available, staff was added very cautiously in recent years: for
example a shared Human Resources position between the town and schools; a second
Dispatcher (2 FTEs) added for the overnight shifts; and a few part-time positions in Public
Services were restored to full-time.

Along the way, the town budget had enough marginal funding to add a bit more staff but
choose not to do so because the underlying revenues were not (vet) sustainable. There are two
factors that influence this policy: (1) the human factor of hiring and then laying off within a
year; and (2) basic economics. The hiring process is expensive — we put a lot of time and effort
from all staff involved — hiring is the single most important role of management. Also, for
example, a new Police Officer from date of hire until the day they become trained and certified
is between 7 and 9 months depending on the timing of training academy openings. There is
little economic sense in obtaining 3 to 5 months of service for one year’s pay. Our hiring is
meant to be a long-term sustainable investment in our staff.

Given this backdrop, instead of hiring into an unsustainable environment we have spent funds
on several one-time expenses (such as technology upgrades). Thus the need to eliminate town
positions could have been much higher in FY'18 except for these previous choices. An example
of this long-term staff planning process was the town government hiring freeze imposed by the
Town Manager late last summer in advance of the Override vote. Once the Override failed,
vacant positions became the dominant source of eliminated town positions, another plus for
employee morale. It is interesting that a recent comment at a public meeting cited the lack of a
need to lay-off actual employees on the town side as an example of less financial need
compared to what it really is - good financial planning.

In the same planning spirit, given sufficient position vacancies now the town decided to
eliminate more than the needed 5 FTEs in FY18 in order to stabilize the employee morale for a
two-year period though FY19. This town budget eliminates 7.5 FTEs (described in detail in
following budget sections) and also allows wage growth including modest COLA increases:
+0.75% for town non-union; and town unions are subject to collective bargaining. Note that
contingent on successful performance evaluations eligible employees may also receive a step
increase.

The proposed FY18 town budget will see about $150,000 spent on one-time expenses that can
be eliminated in FY19 as the primary mechanism to avoid further town staffing cuts. Note that
some of these one-time expenses are now subject to holdbacks in order to be ready to assist the
School department budget during FY18, which will be described in more detail below. Thus an
Override timed for FY19 would generally restore town positions previously cut or those never
added because of the lack of sustainable revenues, as opposed to prevent significant further
layoffs.
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Impacts that the community will see next year include reductions in hours to the public for
both the Pleasant Street (‘Senior’) Center and the Public Library. For the first time in about 25
years there is a reduction of two Public Safety positions - one Police Officer and one
Firefighter. Public Safety salaries, which amount to about 40% of total town budget spending,
have been protected in recent years during previous town budget cuts, but they simply could no
longer be spared. It is important to remember that an Override in time for FY18 would have
added 3-4 Public Safety positions, including a second School Resource Officer. Now the
staffing shortfall is at least 5-6 positions, to bring us to where a staffing study done 15 years
ago targeted. Both the community and the world have changed a lot since then, and demand on
Public Safety employees continue to grow significantly, and staffing levels are generally 4
police officers and 4 firefighters below target levels. However, while the elimination of these
two positions raises the Public Safety risk profile further, each Chief and the men and women
of their departments are dedicated to serving the community at the highest level possible.

Revenues

As a rule of thumb, revenues grow +3% annually, which is forecast to be true in FY18.
Property taxes provide over 70% of annual general fund revenues (as shown below) and grow
at a bit more than 3% annually, constrained by Proposition 22 but supplemented by
construction and new growth. However State Aid, which provides about 15% of general fund
revenues, has lagged significantly - recently growing at less than -+1% annually. The decrease
in the proposed use of Free Cash makes the revenue available in FY18 to be only +1.7% when
compared to FY17.

REVENUE SOURCES | FY18 | FY17.. |..FY04 FYO03
Property Taxes | 72.6% | 72.5% 68% 62%

Local Charges | 7.7% 7.5% 9% 9%

State Aid | 153% | 15.6% 19% 24%

Other | 4.3% 4.4% 4% 5%

If there is a villain in the budget, it is not that the town and schools spent recklessly, nor is it
that FINCOM and Town Meeting agreed to use too much Free Cash. That villain is simply and
clearly played by the character called State Aid. For FY18 the Governor’s budget released in
January 2017 shows another meager +0.9% increase in state aid forecast for Reading. If one
adjusts the table above for the debt exclusions for the High School and Library projects, annual
state aid ($14 mil.) would need to_increase by about $2.5 million from current levels in order
to fund 19% of Reading’s budget as it did after the last override in 2004. This factor is the
single largest driving force behind the annual operating budget gap, which directly led to the
request for an Override last fall. Reading has been increasingly reliant on local sources of
revenues (such as property taxes) because state-wide inflation adjusted local aid has declined
by about 50% since the last operating override, as mentioned by the Town Accountant’s
sumrnary on revenues.

Last year Town Meeting set aside some one-time funds in the Inspections Revolving Fund (for
a planned three years) and the town subsequently hired an Economic Development Director
late last fall. Results from the first few months are very encouraging in terms of Peer
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Community evaluation and opening dialogues with significant property developers. Later at
this Annual Town Meeting some economic development zoning changes will be discussed in a
long-term attempt to try to help ourselves financially as much as possible. However given
available commercial land, adding in all the realistic redevelopment possibilities, and assuming
heroic efforts by all volunteer boards and town staff, the best case revenue result could take a
decent bite out of that state aid shortfall, but it will not fully solve the revenue/spending
imbalance. That imbalance is projected to continue to worsen each year.

Budget Summary

As mentioned by the Town Accountant, the FY18 net revenue increase of +1.7% was first
absorbed by the so-called accommodated cost increase of +2.9% (historically not too bad a
figure) which left only +1.25% available for both the town and school operating budgets.
During the winter, the schools calculated a savings of about $375,000 in an accommodated
cost - out of district placements costs net of circuit breaker funding. After a discussion between
the Superintendent and Town Manager, it was agreed that about $75,000 was left in that
account to help cushion against so-called unanticipated enrollments; $200,000 was added to
the school operating budget partly to help absorb additional in-district Special Education costs,
and the remaining $100,000 savings remained unspent and reduced the proposed use of Free
Cash from $1.2 million to $1.1 million. The Finance Committee then voted to increase the use
of Free Cash back up to the $1.2 million level in their March 2017 budget deliberations, and
direct that additional $100,000 towards the schools on a one-time basis to help balance their
budget. Therefore the Town Accountant shows an actual operating budget increase of +2.07%
for the schools and +1.25% for the town in FY18. The annual budget process allows enough
flexibility to properly handle such circumstances, and this is a very responsible outcome for
FY18.

Town Budget Process

Because of the extensive public meeting schedule during the summer 2016, this year’s budget
process was quite lengthy. The Override discussion left all town departments keenly aware to
prepare very lean budgets for FY18 — initial guidance from the Town Manager in the summer
was for 0%, later as things shook out that improved to the +1.25% figure.

Cutting budgets are an easy exercise when done on paper, but when they involve actual staff
members and frankly impact different segments of the community by reducing services, that
exercise becomes quite complex, and a balancing act with no easy answers. Demographically
the community is aging. Reading has received state-wide acclaim for the Senior Tax Relief
program passed by Town Meeting in late 2016, and this will help seniors age in place — but it
alone does not provide additional services they already need. Financially some new residents
face high home prices and mortgage payments and they expect high service levels from the
town and schools, but our current budgets do not make that service delivery possible. Federal
and State bureaucracies hand down ever-increasing unfunded mandates. The list of challenges
goes on.
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Note on the School Budget

The next section will provide an overview of town budgets, but first a word about the FY18
School department budget. The School Committee voted FY18 budget was $588,000 higher
than allowed by FINCOM’s budget guidelines. This overage essentially had two parts:
$150,000 for science curriculum, and $438,000 for middle-school language programs.

In February 2017 the Town Manager indicated a plan to meet the School Committee’s budget
requests. An April 2017 request to Town Meeting for $150,000 for the science curriculum, if
approved, would leave a $438,000 gap. In a memo shown below he took the unusual steps of
guaranteeing that funding would be available, including $132,000 in assistance from town
departments as needed. During the March FINCOM budget meetings, the School identified
$240,000 of budgets savings and holdbacks, and FINCOM added another $100,000 of Free
Cash to solve this issue and allow this plan to go forward to Town Meeting smoothly. A
summary is shown below:

$588,000 budget deficit

- $150,000 April 2017 request

- $240,000 School department reductions & holdbacks
$100.000 Free Cash

=  $98,000 remaining budget deficit

During a Town Meeting in FY18, if the schools need funding to cover the remaining budget
deficit above, then the Town’s $132,000 of holdbacks will more than cover that $98,000
shortfall.

To: Board of Selectmen

From: Robert W. Lelacheur, Jr. CFA

Date: February7,2017

RE: FY18 Budgets: The Pause that Refreshes

Over the past few weeks the Board of Selectmen and Town Manager have received hundreds of
emails from schocl parents, and the most common request was to find a way to restore cuts made to
the middle school language program, with the most common suggestion being an April Override baliot
question. At public and private meetings, our unified response was to wait and let the School
Committee complete their work.

On January 30" | received the voted School Committee budget, indicating that they had completed
their work, and now | must abide by the Reading Home Rule Charter and accept my formal role in the
annual budget process. As required by Article 7, the Town Manager must each year submit a budget
for “all Town funds and activities that are balanced to the funds available”. Funds available are agreed
upon in late fall at a Financial Forum meeting that includes the three elected boards plus the Finance
Committee. Note that the meaning of Town in the Charter is to inciude all departments of the
Municipal Government {MG) and the Schools,

This so-called Town Manager balanced budget is submitted to the Finance Committee in late February
for their public review in March, and then they submit a balanced budget in early April to Town
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Meeting for final approval. It is important to note that from this point forward these remaining steps
in the annual budget process only have authority to change the bottom line School budget. Only the
School Committee has authority on how to spend that total funding. Nothing below should be
misinterpreted, given this fact.

As has often been the case in recent years, the FY18 School Committee voted budget is not balanced
to available funds - this year by $588,000. | respect the fact that an unbalanced budget expresses a
frustration at the lack of funding to move the district ahead — or even to keep it in place. | share those
exact same frustrations with the MG budget. However this year the School budget is different in that
hundreds of fellow Reading residents have reached out to me personally for assistance. Below | will
lay out a solution — the Cogent Path Forward {CPF} - that will offer that assistance. The Town
Accountant, who is the final arbiter of what constitutes a balanced budget, agrees with my CPF
solution as a legally balanced budget to present to the Finance Committee in March and then
ultimately to Town Meeting in April 2017.

To accomplish this | will request that Town Meeting in April 2017 fund the $150,000 second phase of
Science curriculum as a current year budget amendment. If approved, this gives the schools additional
lead time to order the new materials and to allow those teachers affected extra time to begin to
integrate it into their lesson plans. | made the same suggestion two years ago, the first phase was
approved by Town Meeting in April 2016, and | am told the timing worked out well. So to be clear, this
part of the CPF Solution depends on Town Meeting approval, and therefore cannot be immediately
guaranteed.

This leaves $438,000 for the seven middle school teachers to fund as the remainder of the so-called
imbalanced budget. Two years ago upon the transfer of a large portion of the Facilities budget from
the schools to the MG, | began to explore and understand how our two budgeting assumptions and
techniques differ. My CPF solution immediately guarantees that funding is available to the School
Committee/School department for these seven teachers without changing the bottom line FY18
Schoo!l budget, at least not yet.

To create a budget that will be used for a period of time 6 to 18 months from now requires a lot of
assumptions, a subject | am quite familiar with from experience. For example, as the School
Committee discussed in their recent January budget meetings, every year there is staff turnover, some
planned and some unplanned. The traditional School budget assumption is that no turnover will
happen, but recent historical savings from turnover has had an average savings accounting for about
half of the cost of the middle school language program (with a lot of variability). The Schools will know
what these savings are before start of the school year, but not before Annual Town Meeting votes on
the FY18 budget.

Under Education Reform in 1995 the Town Manager serves as a voting member of the School
Committee for purposes of collective bargaining. As such, ! have shared some creative financial-only
techniques used on the MG side to balance the needs of both management and labor for the fong-
term. As my history demonstrates, | place the highest emphasis on and respect for the employees
during the collective bargaining process, and certainly our teachers may well be the entire
organization’s most precious resource.
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| am satisfied that if the MG and School Department work diligently together that this CPF solution can
be attained within the current bottom line FY18 School Committee budget, but of course there is no
guarantee. If not then [ pledge two things:

First, the MG will hold back FY18 spending where possible and be ready to transfer funds to the
Schools on a one-time basis at a Town Meeting during the next fiscal year. | will indicate to the
Finance Committee next month exactly where some immediate MG budget holdbacks will be, and
expect more opportunities will arise during that 6 to 18 month time period ahead of us. In like fashion,
| ask the School department to operate similarly to hold back spending or find budget savings as is
possible to assist;

Second, in the event that the CPF solution plus this holdback funding above is not sufficient, only then
would | ask a Town Meeting in FY18 for a one-time transfer from the General Stabilization Fund to
balance the budget, as the Schoo!l Committee discussed in January 2017, and if ! do so then Town
Meeting will have my word that we have exhausted all other possibilities. A request for use of the
Stabilization Fund this spring is premature, and therefore does not have my support. Frankly | do not
believe future funding support will be needed if we work together.

| know over the past few weeks, when parents have reached out directly to the Board of Selectmen
and Town Manager for help that time was of the essence. The most important factor of my CPF
approach is that parents and teachers alike may immediately know effective today that funding for
the middle school language program is in piace for FY18 and that the program is able to continue for
at least another school year, if that is the wish of the School Committee. | hope this immediate
knowledge is helpful for all concerned, instead of waiting until May for the results of a risky Town
Meeting vote. School Committee members spoke of this risk with justifiable concern during their
budget deliberations. | have been attending Town Meeting in Reading for over 20 years now, and | do
not know what the outcome of such a request would be.

This CPF solution should also please those taxpayers in the community that, absent any additional
information, would prefer the MG and Schools to simply cut costs. In case we needed a reminder, the
Override NO vote last October sent a clear message to all of us to continue to scrap for every nicke!, a
longstanding practice in Reading. | see quite a lot of scrapping needed with this proposed path
forward, but that should always be the case with taxpayer funding.

It is important that both taxpayers opposed to additional funding and parents and other residents that
do not want to see cuts in services understand that this CPF solution only bridges a one-year gap for
this one issue. A serious funding imbalance remains between the demand for services and our
resources available. The Selectmen and MG staff are working very hard on economic development
along with our leaders in Beacon Hill, but realistically any new revenues are years away.

In Reading, our departments enjoy an unusually close working relationship compared to other
communities. My CPF solution above is backed by every MG department that must now hold back
FY18 purchases and planned projects in order to prepare to help out our School department. | am very
proud at the unselfish way that when presented with an organizational challenge, our MG
departments always search for what is best for the entire community with less regard of what is
important to them. We should all be very proud of that teamwork.
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I hope that this solution will satisfy the hundreds of residents and neighbors that requested help from
the Town Manager and the Board of Selectmen, as well as those taxpayers that want us to work
diligently with the funding we have. All of us should agree that strong public education is second only
to the need for a basic strong foundation of public safety in our community.

But please remember that only a reduction in services or an increase in resources will prevent this
same discussion from happening again — very soon.

Town Department Budgets

As shown in the next table, the Town Manager’s FY18 budget for Town departments, shows a
1.5% overall increase from FY17. These Town depariment budgets include the 1.25%
operating budget increase agreed to in the November 2016 Financial Forum, plus the
accommodated costs presented at the time:

FY18 FY18 FY18 Total
Operating Accomodated Budget

Administrative Services $ 2333900 $ 445000 S 2,778,900
Public Services $ 1,388,125 $ 245,000 S 1,633,125
Finance S 805,050 S 805,050
Public Safety $ 10,074,925 $ 10,074,925
Public Works $ 2907575 S 455000 S 3,362,575
Public Works Snow & ice S 625000 $ 625000
Pubiic Works Street Lights S 180,000 § 180,000
Public Works Rubbish $ 1,596,500 S 1,596,500
Public Library $ 1,526,883 $ 1,526,883
Core Facilities $ 1,392,230 $ 1,604,950 $ 2,997,180
Town Buildings S 299,935 S 299,935
$ 20,728,623 $§ 5,151,450 $ 25,880,073

previousyear $ 20,473,984 $ 5,013,886 § 25,487,870

change 1.24% 2.74% 1.54%

Reductions have been made in every town department with Finance and Facilities faring the
best. We are concerned that the Finance department is already staffed at minimum levels,
considering the support given to both the School and Light departments, and the fact that
Senior Tax Relief activity will begin in the summer 2017. In Facilities, for the second
consecutive year the department has the highest level of town spending. This is true even if one
excludes the +5% energy costs funded as an accommodated cost. The organization’s second
most valuable asset is the public buildings (the first being the employees staffing these
buildings). The town is committed to funding the ongoing maintenance of the public buildings,
although in truth this commitment could lag a bit in future years as budgets get even tighter.

The table on the next page shows the proposed FY18 department budgets, plus some history of

budgets and spending. Note this year we have changed the format of town budget sections to
be easier to use. All the previous financial detail is included in this new format, with additions
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such as a column for YTD% spending (as of early February 2017), and in the next table a
column on the far right-hand side showing what budget lines Town Meeting actually votes on.
We hope that this format in closer proximity to the textual explanations will make the budget
easier to read through. Interestingly we reduced the number of budget pages by about 35% by
making this change. Your comments and suggestions on this new format are most welcome,

FY1IBTOWN

FY14 FY15 FY16 FY17  FYI7REVISED FY17 MANAGER  PCT

ACTUALS  ACTUALS  ACTUAIS  ACTUALS  BUDGET YTD  BUDGET CHANGE

Administrative Services $ 1,967,893 $ 2433058 S 2457989 § 1,720,220 S 2715715 &3% S 2778900 2.33%
Public Services $ 1276419 S 1336685 S 1,466,733 S 1,000,897 5 1,641,575'61% s 1,533.1?5'-0.51%
Flnance S 718291 § 683026 $ 773655 $ AUB109 S 790550 52% S  BOS050  L.E3%
Public Safety $ 8770100 $ 9138409 $ 9444523 $ 6,331,461 $ 9,981,450 ' 63% S 10,074,925 ~ 0.94%
Public Works $ 2068443 S 3008460 $ 3,115113 § 1843355 § 3,352,480 S5% S 3,362,575~ 0.30%
Pubtic Works Snow & Ice $ 1,087412 $ 1,449515 $ 564,400 $ 362,543 $ 625000 58% § 625000 0.00%
Public Works Street Lights $ 13,711 $§ 135770 § 127,758 § 77,065 § 180,000 43% $ 180,000 0.00%
Public Works Rubbish $ 1280452 § 1,206522 § 1,319,895 $ 1493818 $ 1,550,000 96% S 1,596,500 ~ 3.00%
Public Library $ 1,329931 § 1393357 $ 1436975 $ BI6SE66 S 1,508,000 54% § 1,526,883 ' 1.25%
Core Fadllltles $ 2199156 $ 2235355 $ 2406743 $ 1465333 § 2,856,211 " 51% § 2,097,180~ 4.94%
Town Buildings S 233986 $ 244002 $ 287234 S 183,727 § 286890  64% S 299,935  4.55%
DEPARTMENT $21,972,834 § 23,354,750 § 23,441,018 § 15703,094 § 25,487,671 62% § 25,880,073 154%

About 67% of the Town’s budget is personnel costs.

The 7.5 FTE reductions are seen spread

across every department below except for Finance and Facilities. As is described in the
Facilities budget section, a mid-year FY17 Core staffing addition is planned in order to reduce
expensive outsourced repairs.

FYIBTOWN
FYl4 FY15 FY16 FY17 FY17 REVISED FY1? MANAGER PCT
SALARIES ACTUALS  ACTUAIS  ACTUAIS  ACTUALS  BUDGET YTD  BUDGET CHANGE
Administrative Services § 56428 § 968556 § L043830 § 794,558 § 1,37.315 ' 58% § 1,300,300 -5.18%
Public Services $ 882243 § 952,262 § 1,181,162 § 799,850 § 1273825 63% § 1,256,875 -133%
Finance $ 563,142 § 574845 $ 595406 $ 373,14 § 643800 58K S 656,100 191%
Public Safety $ 8421,337 § 883,043 § 9208081 $ 6002656 $ 9,505,150 63% § 0,597 0.91%
Public Works $ 2,101,090 § 227818 $ 240,873 § 1422648 § 2481430 S7% § 2,517,175 " L4d%
Public Works Snow & Ice $ 204065 5 385413 § 145337 § 95228 § 115000 &3% § 115000 0.00%
Public Works Street Lights
Public Works Rubbish
Public Ubrary $ 1,045931 § 1084228 $ 1,136,375 § 666182 § 1100675 56% § 1212683 ° 185%
Core Fadilities $ 261,225 § 265930 $ 398519 $ 262,037 § 493,085 53% § 555750 " 1271%
Town Buildings $ 170071 § 178808 $ 191,141 $ 115039 S 206,805 S6% S 219850 " 631%
DEPARTMENT $ 14735471 § 15,520,004 § 16201774 § 10,530,212 § 17,281,085 ' 61% § 17,025,458 0.84%
67.1% 66.5% 69.1% 67.1% 67.8% 67.3%

Expenses are up +3.0% for FY18, and has been mentioned about $150,000 of that $250,000
increase are one-time items that may be eliminated in FY19 in order to minimize further
staffing cuts. These one-time expenses are concentrated in the Administrative Services and
Core Facilities departments, as shown on the next page and explained in those budget sections.
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FY1B TOWN

FY14 FY15 FY16 17 FY17REVISED FY17 MANAGER PCT
EXPENSES ACTUALS ACTUALS ACTUALS ACTUALS BUDGET  YTD BUDGET  CHANGE
Administrative Services $ L011L,465 $ 1,464,502 $ 1,454,209 § 927662 $ 1,344,400 69% $ 1,478,600 D098% voie
Public Services 5 394176 $ 384423 $ 285571 S5 20,047 S5 367,750 S55% S 376,250 2.31% vote
Finance $ I1S5149 $ 108,181 5 178,249 S 34995 S 146750 24% S 148950 1.50% vote
PublicSafety § 348763 $ 306460 $ 336442 $ 328805 S5 476300 69% $ 483,200 1.45% vote
Public Works $ 717414 S 730357 5 713,240 $ 420,707 $ B71,050 48% $ B45,400 -2.94% vote
Public Works Snow & Ice $ 843347 5 1,064,102 S 419063 S 267315 § 510000 52% S 510000 0.00%
Public Works Street Lights S 11,711 § 135770 & 127,758 % 77065 5 180,000 43% S 180,000 0.00%
Public Works Rubbish $ 1289452 $ 1,296522 § 1,319,895 $ 1493818 S 1,550,000 96% & 1,596500 3.00%
Public Library § 284000 $ 309729 5 300600 S5 150384 S5 317325 47% $§ 314,200 -0.98% vote
Core Facilities $ 1937971 § 1969425 5 2008224 $ 1,203,296 $ 2,363,126 51% S 2,441430 3.31%
Town Buildings S 63915 § 65194 $§ 95003 S 67,788 S5 BO08S 85% $ 80,085 0.00%
DEPARTMENT $ 7,237,363 § 7,838,655 $ 7,239234 $ 5,172,882 § B,206,785 63% ¢ B454,615 3.02%

32.9% 33.5% 30.9% 32.9% 32.2% 3Z7%

less snow

FY18 Budget Summary and a Look Ahead

The Town and Schools have, since the passage of Proposition 2%, been required to do more
with less. By reputation, Reading delivers both a high quality and volume of services given the
funding that is available. We use an extensive planning process that looks ahead several years
and we do our best to adapt to the rapidly changing present thoughtfully. The planning process
combined with strong internal communication and teamwork that relies on common-sense
allows us to deliver good value to the community.

The Schools use Reading’s low per-pupil spending as a metric to show how efficiently they
use the funding available, and why they require more. Parts of this low spending are a good
thing — such as the comparably low employer’s share of health insurance. Yet even after
adjustments, spending is still modest per pupil and certainly below what many in the
community desire. The Town government has no analogous single spending metric. However a
25 member peer community economic development project underway shows that because we

" have so many students, total spending on schools is above average, and is therefore low on the
town side. Staffing at Town Hall is noticeably low and this is where the demands for services
are most often evident because they filter in through our many fine volunteer boards and
committees.

Reading should be proud at how the Town and Schools work together and spend efficiently,
though not perfectly. In the past few years we have worked especially closely in Facilities,
Human Resources, Technology and Finance, and those areas of our organization are quite
effective and efficient. Financial reserves continue to be at strong levels, although the recent
High School litigation settlement has certainly knocked them down a notch. Significant
ongoing investment in infrastructure has improved the condition of buildings and equipment
over the past decade, which has in turn lowered operating costs. It is worth noting that some
large projects (such Killam School and the DPW garage) are noted in the Capital Plan, but
their costs are not known. As yet we have no clear path forward on either, but a year from now
one or both projects may have that path.

Last year the community wide dialogue about services desired versus revenue available began
in earnest, and the proverbial first round ended with a resounding mandate from the voters to
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cut services. In my role as Town Manager I typically encounter a vast majority of residents that
want more services, yet I certainly understand and respect that message from the voters.

When it comes to the matter of money and budgets, the community at large has many different
views. A basic mathematical fact is that there will be a slow and steady decline in services
without more revenue. Some residents seem satisfied with that decline in exchange for a
below-average tax bill among peer communities. Some residents want a great deal more
services and are willing to pay a lot more for them. Probably a majority of the community is
somewhere in between those two positions. These disparate views have likely been true since
1644 when the town was first incorporated, as my friend and sometimes sparring partner
‘William C. Brown Precinct 8’ probably witnessed first-hand back then. Congratulations on 50
years as a Town Meeting member Bill! As I approach my 25™ year working with you and your
Town Meeting colleagues, I am in awe of your dedication to the community and offer you
sincere thanks from our entire organization.

This FY18 budget has not been an easy one to create over the past several months, nor will it
be an easy one to live with. Residents will need to hear an increasing amount of ‘no, we can’t
help you’ in some service areas. We are proud to have helped out our colleagues in the School
department this year, but caution the community that the rough seas that surround us are still
absolutely in the forecast ahead.

However to set aside the near-term financial challenges for a moment, there is an issue of deep
concern to me and some of my peer Mayors and Managers: the fragile and decaying civility in
public discourse certainly influenced by national politics. We see divides in our communities
forming — if one looks carefully they are actually not easy to label or describe, let alone find a
way to bridge. Some of that came out in Reading during our Community Listening and Senior
Tax Relief Sessions last summer, when different groups of residents selfishly opposed each
other, and this behavior has continued in different local forums since. Some residents seem
bent on winning a debate as if it is a contest, instead of sitting down as a community to find
common ground and solutions. Sure, it is tempting to extend both palm’s outward and push
each side away, hoping to enjoy a moment’s peace. But the so-called Reading way has always
been to sit down, talk and listen. Bill Brown and I have been debating for over twenty years
now, in a very civil, respectful and usually © enjoyable manner. I rarely changed his mind, yet
if it were a contest, I came away a winner every time, rich from the experience. We may not be
able to solve the world’s problems, but there is absolutely no reason we can’t do a better job
working together on Reading issues. Please learn to keep your palms in your pockets,
recognize the old adage about the ratio between two ears and only one mouth, and find a way
to bridge that widening gap with your neighbor - before it is too late.

As always, we will all strive to meet the expectations of the community with whatever level of

resources that are made available. On behalf of the entire Town government, thank you for the
opportunity to help make the Town of Reading a very special place to work — and to live.

Robert W. LeLacheur, Jr. CFA
Town Manager
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FinComm Chair Comments to Town Meeting April 2017

Thank you, Mr. Moderator. Good evening Town Meeting Members, Boards and Committees
and fellow Reading residents. My name is Mark Dockser and I am the Chair of the Reading
Finance Committee. We are a group of 9 of your fellow residents that meet throughout the year
in open meetings to review all financial matters affecting the town. In addition to our own
committee meetings, we sponsor a series of Financial Forums during the year in which the
elected Boards of the Town join us for open discussion about the financial challenges and
opportunities facing the town and encourage a dialogue on how best to work together to achieve
the best bang for the buck for Reading. These forums are all open to the public and we welcome
more participation, so please come join us.

In October of each year, we review the outlook for revenues for the upcoming fiscal year which
starts July 1 of the following year. We look at the results of the past fiscal year, forecasts for new
growth and the environment for costs that are beyond our control, items like health care and
other benefits. Armed with this information, we vote on and recommend budget targets for the
upcoming year, and how much Free Cash we will recommend that Town Meeting approve to
support the annual operating budget.

As part of this process, we accept certain risks in both revenues and costs. We need to forecast
these in order for the schools and municipal government to build their budgets. The largest risks
we take are in anticipating how much heaith insurance costs will increase, how much state aid
the town will receive, and how much will be required for snow and ice removal. We also take
risks in terms of other costs, and we reconcile this late in the fiscal year, some in November and
some in April when we see the actual expenses, by coming to Town Meeting with requests for
transfers into and out of free cash.

Fincomm has a policy to target a minimum of 7% of revenues be held in reserve accounts, which
are comprised of free cash plus restricted stabilization funds. We recently raised our policy to
this level in recognizing that special one-time needs can be more substantial in today’s world.
We see many of our peer communities holding substantial reserve balances as well.

Free cash is typically and best used for one time expenditures, however because we budget
conservatively, we find that some expenses are not spent and/or revenues come in higher than
anticipated. We call this regeneration, and over the last several years this regeneration has
resulted in our free cash position remaining strong and often increasing at year end. Over the last
several years, FinComm has recommended and Town Meeting has supported using some free
cash at the start of the fiscal year to support our operating budgets—typically between $1.5 and
$2.2 MM.

In reviewing our operating budgets and our reserve situation for FY’18, FinComm recommended
that we use less free cash going forward, feeling that our regeneration will not be as strong in the
future. For this year, we reduced our recommendation to $1.2 MM of Free Cash to support the
town’s operating budget.
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With this information, back in October the school department and the municipal government
then work with their teams to prepare budgets to be reviewed and approved by their elected
boards. Once approved, those budgets are brought together by the Town Manager and presented
to the Finance Committee for review.

FinComm then reviews and scrutinizes the budgets in quite a bit of detail, more than the average
person is able to do and certainly much more than the typical person would want to do. We'
approve or adjust budgets by line item, and then bring our recommendations forward to Town
Meeting for discussion and then approval.

In order to understand the FY*18 budget that we are presenting to you this evening, there are four
points that highlight our challenges for this year and going forward:

1. Costs that are out of our control are rising faster than our revenues...and have been
for years

2. Choice for Reading residents: Annual decline in services or raise additional tax
revenue

3. Not raising additional revenues now through an override will have a strong impact in
lowering community values

4. Cooperation between the municipal and school sides, along with an additional $100k
from Free Cash, provides a plan for FY’18 that allows the middle school to retain 7
FTE positions in the foreign language program, but for one year only.

1. Costs and Revenues

Over the past 4+ years, the FinComm chair has spoken before Town Meeting and highlighted a
large concern: costs, largely uncontrollable costs like health care insurance, have been rising
faster than our revenues leading to an inability to offer the same level of services that residents
are used to in the budgets over the last several years. The municipal and school departments
have worked hard to minimize how this impact was felt, but too many things are now on the
backs of too few people and important programs can’t be fully funded. Net, residents are getting
reduced or not fully staffed services in more and more visible ways—in the schools, in public
safety and throughout all departments.

On the revenue side, we are limited in our tax revenue growth by Proposition 2 % -2 %%
increase in residential taxes each year plus new growth.

Prop 2 1/2, passed in 1980, is the governing law in Massachusetts about the maximum allowable
growth rate in taxes each year. It was passed at a time when most commuhities enjoyed new
growth that had revenues increasing by 4-5+% per year. Cities and towns with stronger
commercial and industrial bases were able to sustain these strong revenue growth rates.
However, Reading is a lovely residential community, and we do not have the commercial and
industrial base to do this. Our annual revenue growth is ~3%. Many cities and towns will
override prop 2 Y2 every approximately 10 years, to maintain their services that otherwise would
have to be cut. The last time Reading voted on and passed an override was 14 years ago.
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Of course there are other ways to raise revenues. Economic development programs can heip,
and the town has made it a priority to focus in this area...but this alone will not be enough due to
lack of available building space for business and the impact of programs that we implement now
won’t be felt for what could be several years.

Where we, along with other cities and towns, have been hit the hardest has been the lack of
growth in state aid. It has neither kept pace with increasing costs faced by all municipalities nor
has it provided relief for many state mandates, resulting in local taxpayers having to pick up the
costs of so called “unfunded mandates”. Schools have been hit particularly hard by this.

All that said, Prop 2 ' is meant to bring these issues of costs running ahead of revenues to a head
by requiring that government, specifically the Board of Selectmen, come to the taxpayers to
request increases. This is where we find ourselves today.

2. Choice: Annual decline in service or raise additional revenue
Since costs, largely uncontrollable costs, run ahead of available revenues, if we don’t increase
revenues, then we will have to cut services by an additional amount every year. You will hear
from the municipal departments like public safety and others, as well as the school department,
that this does not allow us to provide the levels needed to properly support the residents of the
town.

3. New revenues needed via override—if not, community values harmed

I believe Reading to be a very well run town. We are the envy of many other municipalities in
terms of how we do things, often being at the leading edge of activities that result in the delivery
of better services at a lower cost. This holds true for both the school side and the municipal side
of government.

Reading needs an override. As a Fincomm member, it is my strong belief that not passing an
override will harm our community values—both in terms of delivering on the promise of
Reading as a community identified by its residents for having great schools, exemplary public
safety, a strong and thriving library and other public services; and also in terms of how other
people view these values and how they translate directly into home values. Ask any real estate
agent in town about this...good schools and good services are the basis of our high and rising
property values. But they are being challenged—reduction in the quality of schools and services
leads to lower property values.

4. FY’18 budget
These longer term financial outlook issues now boil down to the FY’18 budget situation. This

was an extremely difficult year for the municipal government and schools to provide the services
they felt the community needed at minimum. In fact, the funding and therefore services are not
sufficient as you will hear from both the schools and municipal government. We should have
more public safety officials in the town and in the schools, we are cutting school programs, and
we need other services that are necessary to support the growth in the population in town.

This year’s budget represents a lot of compromises and a lot of teamwork between the municipal
and schools sides of government. Make no mistake, it is filled with cuts in services and
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programs—the municipal side was forced to reduce by 7.5 FTE’s, and the schools were forced
to reduce 10.9 FTE’s. But in one key area at least, the teamwork [ mentioned provides what you
could call a “bandaid” that will allow the middle schoo! foreign language program to continue in
its current form for FY°18. Faced with the need to cut an additional $438k in school programs to
meet the FinComm guidelines for FY*18, municipal and school departments agreed to budget
holdbacks to cover a substantial portion of the $438k. FinComm at its meeting on 3/22/2017
recommended the use of an additional $100k in Free Cash to support this in the schoo! budget to
the point where the risk in the budget is felt to be reasonable. FinComm supported this approach
with the use of the additional $100k in free cash, by a vote of 9-0-0.

And to be very clear, this bandaid solution would cover FY’2018, and could require the school
department to come back to TM in November or April for additional support. We think that this
is a risk worth taking at this time. To maintain this beyond FY*18 will require additional town
revenues.

So what we are bringing to Town Meeting this evening is a recommended budget of
$104,551,681, an increase of 1.6%. This compares to an increase last year of 2.6% and previous
years that averaged ~3.3%. The use of Free Cash in supporting the operating budget is $1.2
MM, the number that FinComm originally felt comfortable recommending using to balance the
budget. The Town Manager budget only required the use of $1.1 MM due to some savings in
FY’17. We believe the $1.2 MM to be a reasonable amount of support for this year’s budget.

In closing, we believe this budget will support the town in FY’18 as outlined by the municipal
and school departments and is a responsible budget given the constraints on revenues.

Thank you.

23



FY18 Spending Scorecard

The total of all proposed FY18 budget expenditures for the Town of Reading General
and Enterprise Funds is $104.55 million, a 2.3% increase when compared to FY17.

The FY 18 General Fund at $91.6 million is up 2.2%; it is broadly comprised of:
Shared Costs (26.6%) +3.8%
Town departments (28.2%) +1.5%
School department (45.2%) +1.6%

The chart below shows more details for the General Fund:

State, 0.8%

Capital & Debt,

7.9%

FINCOM
i Reserves,

Voke, (0.2%

| J

wdmin Sve, 3.0%
Public Sve, 1.8%
Finance, 0.9%

Pub Safety,
10.9%
Pub Librarv, 1.7% Pub WOTRS, 6.2%

The FY 18 Enterprise Funds at $12.9 million are +3.6%; and are comprised of:
Water -0.6% (rates will be +3.7%)
Sewer +9.6% (rates will be +2.9%})
Storm Water -11.8% (rates will remain $40/household)

Facllities, 3.6%

The following page lists each line item that Town Meeting will be asked to approve,
starting with Line B99 Benefits and ending with line Y99 Storm Water Enterprise
Fund.

To provide more succinct information we have used a new budget report format this

year, we hope it provides to be helpful. The various columns should be self-
explanatory.
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